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Accounting for Social Se curity Be ne fits by th e  County of Los  Ange le s , California

Th e  attach e d final re port pre s e nts  th e  re s ults  of our audit of th e  ade q uacy of th e
County of Los  Ange le s’ proce dure s  and controls  ove r Social Se curity be ne fits
re ce ive d and disburs e m e nts  m ade  on be h alf of ch ildre n in its  care
(A-09 -9 6-51002).  Th e  obje ctive  w as  to de te rm ine  th e  ade q uacy of th e  controls
and w h e th e r inte re s t e arne d on th e  ch ildre n’s  funds  w as  be ing paid to th e
ch ildre n. W e  also de te rm ine d th e  e xte nt of th e  County’s  com pliance  w ith  law s  and
re gulations  re garding de dicate d accounts  for large  paym e nts  of re troactive
Supple m e ntal Se curity Incom e  be ne fits  and re troactive  re im burs e m e nt for foste r
care  costs .

You m ay w is h  to com m e nt on any furth e r action tak e n or conte m plate d on our
re com m e ndations .  If you ch oos e  to offe r com m e nts , ple as e  provide  th e m  w ith in
th e  ne xt 60 days .  If you w is h  to discus s  th e  final re port, ple as e  call m e  or h ave
your staff contact Pam e la J. Gardine r, Assistant Inspe ctor Ge ne ral for Audit, at
(410) 9 65-9 700.

David C. W illiam s
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Accounting for Social Se curity Be ne fits by th e  County of Los  Ange le s , California

Th is  final re port is  one  of th re e  is s ue d in re s pons e  to a re q ue s t from  th e  Social
Se curity Adm inistration (SSA) th at th e  O ffice  of th e  Inspe ctor Ge ne ral (O IG) re vie w
ope rations  of th e  D ivis ion of Ch ildre n and Fam ily Se rvice s  (DCFS), County of
Los  Ange le s , California.  O ne  re port addre s s e d w h e th e r DCFS h ad ade q uate
proce dure s  and re ce ive d sufficie nt instructions  from  SSA to carry out its
re s pons ibilitie s  as  re pre s e ntative  paye e  (Re p Paye e ).1  Anoth e r re port ve rifie d th at
DCFS h ad ide ntifie d and re porte d to SSA th os e  ch ildre n in its  care  w h o w e re  no
longe r e ntitle d to Social Se curity.2  Th is  re port addre s s e s  th e  ade q uacy of DCFS’
proce dure s  and controls  ove r be ne fits  re ce ive d and disburs e m e nts  m ade  on be h alf
of ch ildre n in its  care .

DCFS h ad im ple m e nte d ade q uate  proce dure s  and controls  to account for re ce ipts
and disburs e m e nts  of Social Se curity be ne fits; h ow e ve r, ch ange s  w e re  ne e de d to
com ply w ith  law s  and re gulations .  First, th e  County inve s te d and e arne d inte re s t
on ch ildre n’s  funds  w ith out cre diting th e  inte re s t to th e  ch ildre n.  Th e  am ount of
inte re s t e arne d th at s h ould h ave  be e n cre dite d to th e  ch ildre n w as  about
$72,000 for th e  12-m onth  pe riod Se pte m be r 19 9 6 th rough  August 19 9 7. 
Se cond, DCFS re ce ive d re im burs e m e nt re troactive ly for foste r care  costs  w ith out
com plying w ith  th e  re q uire m e nt as  Re p Paye e  to obtain prior auth orization from
SSA.  Finally, DCFS h ad not e s tablis h e d de dicate d accounts  for ce rtain re troactive
paym e nts .

                    
1  “Revie w  of Los  Angele s  County’s  Pe rform ance  as  th e  Re pre s e ntative  Pay e e  for Title  II and Title XVI
Ch ildre n in Foste r Care” (A-09 -9 6-62003) is s ue d on July 9 , 19 9 7.

2  “Audit of th e  County of Los  Angele s’ Revie w  to Ide ntify and Re port to SSA Past D eficie ncie s  for Title  II
and Title XVI Ch ildre n in Foste r Care” (A-09 -9 6-61002) is s ue d on August 11, 19 9 7.
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BACKGROUND

In 19 9 5, DCFS pe rform e d an inte rnal re vie w  and re porte d proble m s  w ith  its
proce dure s  for ide ntifying and re porting e ve nts  th at w ould affe ct ch ildre n’s Social
Se curity be ne fits .  Subs e q ue ntly, th e  D e puty Com m is s ione r of th e  form e r O ffice
for Program s , Policy, Evaluation and Com m unications , in a m e m orandum  date d
April 26, 19 9 6, re q ue s te d th at O IG as s e s s  th e  County’s  re liability to act as  a Re p
Paye e  for ch ild be ne ficiarie s .  Th is  re port addre s s e s  th e  ade q uacy of th e
accounting proce dure s  th at affe ct th e  County’s  ability to act as  a Re p Paye e .

Th e  County of Los  Ange le s , w ith  ove r 9  m illion re s ide nts , h as  a large r population
th an 42 State s  and an annual budge t of m ore  th an $12 billion.  DCFS is
re s pons ible  for e s tablis h ing and m anaging a sy ste m  of s e rvice s  to e nsure  th at
ch ildre n are  s afe  from  abus e , ne gle ct, and e xploitation.  O ne  s e rvice  is  to provide
te m porary h ous ing th rough  its  Foste r Care  program  for ch ildre n w h os e  fam ilie s  are
unable  to provide  a safe  h om e  e nvironm e nt.  Th rough  th e  program , ch ildre n are
place d w ith  individual foste r pare nts  or in public or private  institutions .  DCFS
re im burs e s  th e  foste r pare nts  and th e  institutions  for th e  costs  of th e  ch ildre n’s
care .  DCFS provide s  foste r care  s e rvice s  to approxim ate ly 30,000 ch ildre n, about
1,200 of w h om  re ce ive  Social Se curity be ne fits .

Ch ildre n in foste r care  m ay re ce ive  Social Se curity be ne fits  unde r tw o program s . 
O ld-Age , Survivors  and D isability Insurance  (OASDI) paym e nts  are  available  to
ch ildre n if a pare nt is  re tire d, de ce as e d, or disable d.  Supple m e ntal Se curity
Incom e  (SSI) is  available  to ch ildre n w h o are  blind or disable d and h ave  lim ite d
fam ily incom e  and re s ource s .  In som e  cas e s  th e  ch ildre n are  e ntitle d unde r both
program s  s im ultane ously.

DCFS s e rve s  as  th e  Re p Paye e  for ch ildre n in its  care  and is  re s pons ible  for us ing
th e  be ne fits  in th e  ch ildre n’s be st inte re s ts .  Th us , Social Se curity be ne fits  are
us e d to pay for foste r care  provide d to th e  ch ildre n.  A s  Re p Paye e , DCFS is  also
re s pons ible  for cons e rving or inve s ting any unspe nt funds  on be h alf of th e  ch ildre n
(20 Code  of Fe de ral Re gulations  [CFR] s e ction 404.2045(a) and 20 CFR s e ction
416.645(a)).  Any inte re s t e arne d on th e s e  be ne fits  belongs  to th e  ch ildre n
(Program  O pe rations  Manual Syste m  [PO M S], Part 02, GN 00603.010A.1).

Social Se curity be ne fits  are  re ce ive d by th e  County via dire ct de pos it to a
com m e rcial bank  account w h ich  is  us e d only for SSA be ne fit paym e nts .  DCFS
dow nloads  inform ation e le ctronically from  th e  bank  including Social Se curity
num be r, type  of be ne fit (OASDI or SSI), and am ount of paym e nt.  DCFS m aintains
individual accounts  in an autom ate d subs idiary le dge r for e ach  of th e  ch ildre n. 
Th e  le dge r is  title d “Ch ild W e lfare  Trust Le dge r Syste m ” (CW T).  All be ne fits  and
e xpe nditure s  m ade  on be h alf of e ach  ch ild are  re corde d in th e s e  accounts .  Th e
funds  are  autom atically transfe rre d into th e  County’s General Fund for inve s tm e nt
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purpos e s .  Th e  D e partm e nt of th e  Auditor Controlle r, a de partm e nt s e parate  and
distinct from  DCFS, re cords  re ce ipts  and disburs e m e nts  of funds  for th e  Ge ne ral
Fund.  Th e  D e partm e nt of th e  Tre asure r and Tax Colle ctor, anoth e r s e parate  and
distinct de partm e nt, h as  custody of th e  funds  and m ak e s  all disburs e m e nts .

Th e  ch ildre n’s  funds  are  disburs e d for foste r care  paym e nts  and to pay for spe cial
ne e ds  of th e  ch ildre n.  Foste r care  provide rs  s ubm it vouch e rs  to DCFS indicating
th at s e rvice s  w e re  provide d to th e  ch ildre n.  Th e  vouch e rs  are  s e nt to th e
D e partm e nt of th e  Tre asure r and Tax Colle ctor w h e re  th e y are  us e d as  th e  bas is
for m ak ing th e  foste r care  paym e nts .  Afte r th e  foste r care  paym e nts  are  m ade , a
com pute r tape  containing data about th e  paym e nts  is  provide d to DCFS.  Th e  tape
is  us e d to re cord th e  foste r care  paym e nts  to th e  ch ildre n’s  accounts .

Th e  cas e  w ork e rs  initiate  re q ue s ts  for paym e nts  for spe cial ne e ds  of th e  ch ildre n. 
Th e  re q ue s ts  are  proce s s e d th rough  th e  Finance  D ivis ion of DCFS w h ich
de te rm ine s  th e  availability of funds  before  approving th e  re q ue s ts .  If th e  re q ue s ts
are  approve d, th e  paym e nt is  re corde d to th e  ch ildre n’s  accounts  and th e  re q ue s ts
are  s e nt to th e  D e partm e nt of th e  Tre asure r and Tax Colle ctor for paym e nt.

Pe riodically, DCFS re ce ive s  paym e nts  for re troactive  SSI be ne fits .  Typically, th e
proce s s ing of SSI applications  re q uire s  s eve ral m onth s .  Th is  d elay re s ults  in
re troactive  be ne fits  w h ich  SSA pays in a lum p-sum  toge th e r w ith  th e  curre nt
be ne fits .  During th e  de lay, DCFS pays for foste r care  e xpe ns e s  for th e  ch ildre n. 
Th e s e  costs  becom e  de bts  of th e  ch ildre n, m ak ing DCFS a cre ditor.  SSA policy
pe rm its  Re p Paye e s  to be  re im burs e d for th e s e  costs  provide d th at prior
auth orization is  obtaine d (PO M S, Part 02, GN 00602.030B).

DCFS us e s  th e  paym e nts  for re troactive  be ne fits  to pay foste r care  costs  for th e
curre nt pe riod and th e n re im burs e s  its elf for th e  costs  of foste r care  paid w h ile  th e
SSI applications  w e re  be ing proce s s e d.  Re im burs e m e nts  are  accom plis h e d
autom atically th rough  th e  CW T.

During th e  cours e  of our audit, th e  Pe rsonal Re s pons ibility and W ork  O pportunity
Re conciliation Act of 19 9 6 (Public Law  104-19 3) w as  e nacte d.  Th is  le gislation
am e nde d th e  Social Se curity Act (Act) to re q uire  s pe cial h andling of large
paym e nts  of re troactive  be ne fits .  Spe cifically, th e  law  re q uire s  th at SSI paym e nts
w h ich  e xce e d s ix tim e s  th e  m onth ly Fe de ral be ne fit rate  plus  any State
supple m e ntation be  de pos ite d in de dicate d accounts  in a financial institution
(s e ction 1631(a) of th e  Act).  Th e  Act and im ple m e nting re gulations  lim it th e  us e
of th e s e  paym e nts  to a list of e xpe ns e s  re late d to th e  ch ildre n’s  im pairm e nt(s)
(20 CFR, s e ction 416.640e ).
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SCO PE

O ur audit w as  conducte d in accordance  w ith  ge ne rally acce pte d gove rnm e nt
auditing standards .  Th e  obje ctive  w as  th re e fold.  First, w e  de te rm ine d w h e th e r
DCFS im ple m e nte d ade q uate  proce dure s  and controls  to account for Social
Se curity be ne fits  re ce ive d and disburs e m e nts  m ade  on be h alf of ch ildre n in its
care .  Se cond, w e  de te rm ine d if DCFS cre dite d th e  ch ildre n w ith  inte re s t e arne d
on th e ir unspe nt funds .  Th ird, w e  de te rm ine d th e  e xte nt of DCFS’ com pliance
w ith  law s  and re gulations  re garding de dicate d accounts  for large  paym e nts  of
re troactive  SSI be ne fits  and re troactive  re im burs e m e nt for foste r care  costs .

W e  re vie w e d DCFS’ ope rating proce dure s  re late d to re cording re ce ipts  and
disburs ing funds  for ch ildre n in foste r care  w h o re ce ive d Social Se curity be ne fits . 
W e  te s te d th e  proce dure s  by tracing s eve ral be ne fit paym e nts  from  SSA’s  re cords
to th e  County’s  re cords  for th e  pe riod January 19 9 5 th rough  June  19 9 6.  W e  also
trace d s ele cte d foste r care  and oth e r paym e nts  th rough  th e  County’s disburs e m e nt
proce s s  for th e  s am e  pe riod.  W e  lim ite d our re vie w  of inte rnal controls  to th os e
ne ce s s ary to as sure  ours elve s  th at re ce ipts  and disburs e m e nts  w e re  accurate ly
re corde d.

W e  conducte d our audit during th e  pe riod August 19 9 6 th rough  O ctobe r 19 9 7. 
W e  h e ld discus s ions  w ith  officials  from  th e  County’s  D e partm e nt of th e  Auditor
Controlle r, th e  D e partm e nt of th e  Tre asure r and Tax Colle ctor, and DCFS.  W e  also
spok e  w ith  re gional SSA officials  in San Francisco, California, and staff at th e  fie ld
office  in Pasade na, California.  In addition, w e  obtaine d le gal opinions  from  th e
O ffice  of th e  Couns el to th e  Inspe ctor Ge ne ral conce rning th e  paym e nt of inte re s t
on th e  ch ildre n’s  funds  and th e  re q uire m e nt to e s tablis h  de dicate d accounts  for
large  re troactive  paym e nts .  O ur calculation of inte re s t e arne d on th e  ch ildre n’s
funds  w as bas e d on th e  e nding m onth ly balance s  for th e  ch ildre n’s  trust funds  and
on actual m onth ly inte re s t rate s  e arne d by th e  County’s General Fund for th e
pe riod Se pte m be r 19 9 6 th rough  August 19 9 7.

RESULTS O F AUDIT

O ur re vie w  disclos e d th at DCFS h ad im ple m e nte d ade q uate  proce dure s  and
controls  ove r th e  re cording of Social Se curity paym e nts  re ce ive d and
disburs e m e nts  m ade  on be h alf of ch ildre n in its  care .  H ow e ve r, w e  found th at
DCFS w as  not com plying w ith  law s  and re gulations  re late d to paying inte re s t on
th e  ch ildre n’s  funds .  In addition, DCFS did not obtain re q uire d auth orization
be fore  re ce iving re troactive  re im burs e m e nt as  Re p Paye e  for foste r care  costs . 
Finally, DCFS h ad not e s tablis h e d de dicate d accounts  for ce rtain re troactive
paym e nts .
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Inte re s t Earne d on Ch ildre n’s  Funds

DCFS did not cre dit th e  ch ildre n w ith  inte re s t th at w as  e arne d on th e ir Social
Se curity funds .  DCFS officials  state d th e y w e re  unaw are  of inve s tm e nt
re q uire m e nts .  None th e le s s , th e  County did inve s t and e arn inte re s t on th e s e
funds .  Since  th e  funds  belonge d to th e  ch ildre n, th e  inte re s t also be longe d to
th e m  and s h ould h ave  be e n adde d to th e ir accounts .

Th e  County h e ld a s ignificant am ount of m one y in trust for ch ildre n re ce iving
Social Se curity be ne fits .  Th e  m onth ly balance  during th e  pe riod Se pte m be r 19 9 6
th rough  August 19 9 7 ave rage d approxim ate ly $1.6 m illion.  During th is  12-m onth
pe riod, w e  calculate d th at th e  am ount of inte re s t e arne d on th e s e  funds  w as  about
$72,000.  W e  calculate d th is  am ount by sum m ing m onth ly inte re s t bas e d on th e
actual m onth ly balance s  and e arne d inte re s t rate s  re porte d by th e  County.

D e dicate d Accounts

DCFS w as  not tim e ly in e s tablis h ing de dicate d accounts  for large  re troactive
paym e nts  e xce e ding s ix tim e s  th e  m onth ly SSI/Social Se curity paym e nt rate  as
re q uire d by th e  Act.  In a le tte r to SSA date d O ctobe r 23, 19 9 7, DCFS officials
state d th e y be lie ve d th at th e ir accounting sy ste m  com plie d w ith  th e  inte nt of th e
ne w  le gislation.  Th e  le tte r re asone d th at th e  le gislation w as dire cte d tow ard
individual Re p Paye e s  rath e r th an institutions .  It also argue d th at DCFS’
accounting sy ste m  provide d as  m uch  prote ction against th e  m is us e  of funds  as
w ould be  provide d unde r th e  law  by a financial institution.

Alth ough  w e  found th at th e  controls  ove r th e  re ce ipt and disburs e m e nt of
ch ildre n’s  funds  w e re  ade q uate , th e  Act re q uire s  th at large  paym e nts  subje ct to
s e ction 1631(a) of th e  Act be  m ade  to de dicate d accounts  in a financial institution.
Also, th e  Act doe s  not e xe m pt gove rnm e nt e ntitie s  from  th is  re q uire m e nt.

As  a re s ult of m is inte rpre ting th e  law , DCFS us e d norm al cas h  proce s s ing
proce dure s  for 15 paym e nts  re ce ive d during th e  pe riod August 22, 19 9 6, th rough
Se pte m be r 30, 19 9 7.  Th e  15 paym e nts , totaling $110,660, s h ould h ave  be e n
de pos ite d into de dicate d accounts .

Subs e q ue nt to our fie ld w ork , DCFS re ve rs e d its  pos ition and ope ne d a de dicate d
account w ith  a com m e rcial bank .  DCFS supplie d SSA w ith  th e  inform ation ne e de d
to de pos it large  re troactive  paym e nts  to th at account.  DCFS also agre e d to
de pos it into th e  de dicate d account th e  15 paym e nts  w h ich  w e  ide ntifie d during
our fie ld w ork .  Th e re fore , w e  are  not m ak ing a re com m e ndation conce rning th is
is s ue .
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Re troactive  Re im burs e m e nt for Foste r Care  Costs

DCFS’ m e th od of re ce iving re im burs e m e nt as  Re p Paye e  for prior foste r care  costs
from  paym e nts  of re troactive  be ne fits did not com ply w ith  SSA policy.  As
pre viously de s cribe d, DCFS autom atically re im burs e d its elf re troactive ly for foste r
care  costs  th rough  th e  CW T syste m .  H ow e ve r, DCFS did not obtain prior
auth orization from  SSA for th e  re im burs e m e nts  as  re q uire d.

CO NCLUSIO NS AND  RECO M M ENDATIO NS

DCFS h ad im ple m e nte d ade q uate  proce dure s  and controls  to account for Social
Se curity paym e nts  re ce ive d and disburs e m e nts  m ade  on be h alf of ch ildre n in its
care .  H ow e ve r, w e  note d tw o is s ue s  involving noncom pliance  w ith  law s  and
re gulations .  First, DCFS did not cre dit th e  ch ildre n w ith  inte re s t e arne d on th e ir
funds .  Se cond, DCFS us e d SSI be ne fits  to re im burs e  its elf re troactive ly for foste r
care  costs  w ith out obtaining prior approval from  SSA.

W e  re com m e nd th at SSA:

1.  D ire ct DCFS to cre dit inte re s t e arne d ($72,000 for th e  12-m onth  pe riod e nde d
August 19 9 7) on ch ildre n’s Social Se curity be ne fits  to th os e  ch ildre n’s
accounts .

2.  D ire ct DCFS to com ply w ith  th e  policy re q uire m e nt for Re p Paye e s  to obtain
auth orization from  SSA be fore  re ce iving re troactive  re im burs e m e nt for foste r
care  costs .

AGENCY CO M M ENTS

SSA agre e d w ith  our re com m e ndations .  H ow e ve r, it e xpre s s e d conce rn about th e
accuracy of th e  m e th od w e  us e d to calculate  th e  am ount of inte re s t th at s h ould be
cre dite d to th e  ch ildre n’s  accounts .  Th e re fore , SSA state d th at it w ill de te rm ine  a
m ore  appropriate  m e th od be fore  advis ing DCFS on th e  dis tribution of th e  inte re s t. 
(Se e  Appe ndix A for th e  full te xt of SSA’s  com m e nts .)

O IG RESPO NSE

W e  agre e .  Be fore  DCFS can cre dit inte re s t to th e  ch ildre n’s  funds , a m ore
accurate  m e th od to calculate  th at inte re s t is  ne e de d.  O ur calculation w as  s im ply
an e s tim ate  to illustrate  th e  am ount of inte re s t e arne d during a 1-ye ar pe riod. 
Th e re fore , w e  ch os e  th e  e xpe die nt m e th od of us ing m onth ly balance s  in th e
colle ctive  account.
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A m ore  appropriate  m e th od is  for DCFS to bas e  its  calculations  on actual daily
balance s  in e ach  ch ild’s  account and th e  rate s  e arne d on th e  County’s
inve s tm e nts . Such  a calculation w ould provide  th e  actual am ount of inte re s t th e
County e arne d on th e  ch ildre n’s  m one y.

 

David C. W illiam s
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